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German Investment in Developing Countries
by Awni-AI-Ani, Hamburg
The Pros and Cons of direct Investment promotion measures in overseas countries have recently become the subject of fierce controversy in all industrlalised countries, including the Federal Republic of Germany. Advocates and opponents of such measures, however, almost exclusively try to analyse the desirability and effects of such Investments in the Industrlallsed countries only, virtually dlsregarding the problem of direct Investment in developing countries. The Department on Development Policies of the Hamburg InsUtute for International Economlcs has therefore recently begun to Investigate the volume, the motivation, and the success of German investments in the =Third World =. The following report discusses the first results of this study.
T hough both public and private sectors of the German economy agree that increased overseas investments are required, there is disagreement over the methods of promoting such investment activities which, relatively to other industrialised nations, are on a low level in the Federal Republic (see Table 1 ).
However, the indispensable basis for making proposals on the ways and means by which to increase direct German investments in developing countries would be an empirical investigation, long overdue, into the motivation, the prospects, and the problems of development investments which have been made in the past. The discussion in this article is based on the results of direct questioning by the Institute of 53 German industrial concerns from a multitude of different branches of production and of varying sizes of the companies involved, which have made themselves responsible for a total of 95 investment projects in 25 developing countries (31 of the projects are in Asia, 7 in Africa, 47 in Latin America, and 9 in Europe 1.
Multiple Motivation
By far the most important motive for investing abroad is the intention of securing sales outlets. This goes to show that the prevalent motives of German companies investing in developing countries are created by state imposed measures. The former Chairman of Volkswagen, Professor Nordhoff, once declared-and thus spoke for many German investors-that his company was not inclined to increase its overseas output without being forced to do so. Setting up production plants abroad was only one of the suitable means to overcome obstacles which hinder exports. All foreign production plants (of German companies) were operating at much higher costs than home facilities, and producing abroad was always a burden 2
State of West
Continent
As the second major reason for engaging in foreign investments there appears the wish to open up new markets (in 61 p.c. of the answers received), but it was not possible to find out whether or not this desire had been caused by a threat to the market position of the company concerned.
Both the Federal Republic of Germany and developing countries are full of praise for the measures of tax remission and financial support for direct investments, but only in one third of the cases under review did such measures contribute materially to the decision to invest in a developing country.
The low wage levels prevalent in developing countries are of importance only for investments in processes with a high labour content. This motivation appears only as the fifth most im-portant one, which indicates that ostensibly low labour costs in developing countries must not be overrated as a major attraction for investors. Training expenditure, the costs for sending German skilled staff to the country where investment is desired, and relatively low productivity of local labour all tend to absorb the advantages of low wage rates. However, this may change in future, and wage advantages may then make a bigger impact on investment decisions in line with the progressive improvement in labour skills and productivity that is under way in developing countries.
High Costs of Production
The results of the present enquiry have led to the conclusion that the frequent belief that production costs in developing countries are lower than in West Germany, because of their low wage levels, the cheaper raw material supply, and the tax remissions and lower financial burdens, is a fallacy. Only 25 p.c. of the projects reviewed showed overall costs which were lower than in the Federal Republic of Germany, whilst, in 71 p.c. of the total, costs were higher than in West Germany by between 10 and 30 p.c. Costs of materials used were more expensive than in Germany in no less than 85 p.c. of all cases, and only labour outlay showed a prevalence of lower costs, as is shown in Table 3 .
Products which are to be produced by the plant that is the object of an investment project will be marketed in the country where the investment takes place in 91 p.c. of all cases reviewed, and in 5 p.c. of these cases the products are intended only for marketing in industrialised countries.
Differences in Earnings
The projects under review showed big differences between the earnings recorded in the past and their prospective yields. For investments made before 1965, assessments of present yield positions can be broken down as follows: "Good" yields are being earned by 22 p.c. of all projects, 38 p.c. show "sufficient" profits, and 35 p.c. "poor" yields. On the other hand, assessments of prospects are more hopeful-in 38 p.c. of all cases, "good" earnings are expected, and in 50 p.c. "sufficient" ones.
Investments made after 1965 showed a presentday yield assessment of 36 p.c. "sufficient" and 50 p.c. "poor".
The good results of investments which were made before 1965, as against the poorer ones of all later projects, may be explained by the fact that earlier investors have had sufficient time to gain a foothold in the markets of the developing countries, whereas later ones have still not yet fully overcome their initial difficulties. It is interesting how differently future prospects are being judged. The trend is for all investors without exception whose profits have hitherto been very good to predict the likelihood of declining profit margins, whilst the remaining businessmen expect their results to improve to between "sufficient" and "good".
With certain reservations, this enables us to conclude that prospective earnings of German investments in developing countries are judged to be, in the long run, between "sufficient" and "good". Profits which have been earned on investments in developing countries have, in the main, been reinvested (in 45 p.c. of all the cases under study), whilst in 32 p.c. of all cases, only part of the earnings were reinvested, the balance having been remitted home.
A Host of Obstacles to Investment
Investment activities in developing countries are beset with a multitude of problems: 75 p.c. of all projects reviewed encountered red tape and administrative delays in the country which was designed to benefit from them. The obstacles are mainly time-wasting official procedures (the need to obtain permits, licences, proof of registration, etc.) for all business projects and decisions on company policy. In addition, many developing countries have legislated, in the spirit of their socialist economic policies, for restricting managerial and entrepreneurial discretion in the making of decisions, e.g. on fixing output capacities, on sales prices, on the employment regulations, on the use made of the profits earned, etc. 
Support Measures to Be Desired
The companies who have answered the Institute's questionnaires also brought forward a number of proposals and suggestions which they thought suitable for making it easier and more profitable to invest in developing countries, in this order of frequency with which the proposals were made: [] Tax remission through higher depreciation allowances on fixed assets and operating capital, and through permission to set off losses incurred overseas against profits earned at home; [] Guarantees for managerial discretion in developing free and unhindered initiatives and decision-making in running any business; [] Better support to be extended by West German diplomatic missions abroad; [] The conclusion of investment pacts and of agreements on avoiding double taxation; [] Dismantling the obstacles placed in the way of making profit transfers.
Legislators would be well advised to study this list of proposals and suggestions most carefully when preparing for future measures to aid and assist materially development investments in the future, and pay to them more heed than they have done in the past.
